
80 South Jefferson Road. Whippany. NJ 07981 

John Ricker 
Executive Director 
Universal Service Program Support 

Llecember 1 .  2003 

Marlcne H Dortsch 
Szcrcvary 
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345 ' Iwclfth Sticet, S W 
Washington, 1) C 20554 

RECEIVED 

ORIGINAL 

Voice' 973-884-8085 
Fax 973-560-4434 

E-mail Incher@neca org 

Rc TRS Fund Administration 
Financial Statements 
CC Docket No 98-67 

Dear Ms Dortsch 

Enclosed herewith are the original and three (3) copies of the financial statements of the TRS 
fund for the kn th  year of i t s  operation (from July 1, 2002 through June 30, 2003), together with an 
auditor's report trom an iiidcpeiideiit certified accounting firm, filed in accordance with 47 C.F R 4 
64 604(~)(4)(i i i)(D) and (H) 

Please acknowledge receipl of this letter and filing by affixing a notation on the duplicate 
copy ofthi5 letter that i s  enclosed and remitting the duplicate lo the bearer 

Very truly yours. 

/ 
Enclosures 

cc 1' Chandler 
M Egler 
W 1HI11 
C King  
J Laiidc 
W O'Flearn 
I Peterson 



CERTIFICATE OF SERVICE 

I hereby certify that a copy of the foregoing filing was served this 1st day of December, 2003, by mailing 
copies thereof by United States Mail, first class postage paid, by overnight express mail or by hand 
delivery, to the persons listed below 

( 1  -1 , LIL 1 i L p - : y  9 -,<--& *c- 
M&hat Brennan 

The lollow tng parties werc serbed 

Marlene H I)ortach* 
O l t i c c  ol‘ the Sccretary 
445 ‘I‘wcI Ilh St , S W 
Kooni I W-A325 
Wayhington, n C  20554 
(Original and three copies) 

Jim Lande 
Industry Analysis and Technology Division 
Federal Conimunications Commission 
445 1 welfth S t ,  SW 
Washington. 1)C 20554 

‘I  homas Chandler Tim Pcterson 
Disahilily Rights Office 
Federal Communications Coininission 
445 Twelfth St , SW 
Washington I X  20554 

Margarct Egler 
Consumer and Government Affairs Bureau 
Federa I Communications Commission 
445 TLkelfth St SW 
Washington. DC 20554 

William 11111 Qualex International 
l’eleconiniunications Access Pol icy Division 
Fcdrral Communications Commission 
445 Twelfth SL, SW 
Washington, DC 20554 

Cheryl King 
Diaability Right? Office 
Fcderal Cornmunicalions Commission 
445 Twelfth S t ,  SW 
Washington, DC 20554 

Warren O’Hearii 
Consumer a n d  Government Affairs Bureau 
Federal Communications Commission 
445 ‘rwelfih S i ,  SW 
Wabhinglon. DC 20554 

* Hand delivered 

Office of the Managing Director 
Federal Communications Commission 
445 Twelfth S t ,  SW 
Washington, DC 20554 

C/O Federal Communications Commission 
445 Twelfth S t ,  SW. Room CY-B402 
Washington, DC 20554 
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Report of lndependent Auditors 

l'hc Board of Directors 
National I\change Camer Asociation, Inc. 

We have audited the accoinpanying stateinenis of financial position of the 
lelecoiiiniunications Relay Senices Fund (the "'IRS Fund") administered by the National 
Exchangc Cmier Association, Inc. (the "Company") as of June 30, 2003 and 2002, and the 
rclated statenleiits of acti\itics and cash flows for the years then ended. These financial 
\lateinents a e  the responsibility of the Company's management. Our responsibility is to 
cvprcss an opinion on these financial statements based on our audits. 

Wc conducted OUT audits i n  nccordwice with auditing htandards generally accepted in the 
I!nitcd States. n o s e  stiiiidards require that we plan and perform the audit to obtain 
leasonable assurance about whether the financial statements are free of material 
niisstatenient An audit includes cxaniining, on a test basis, cvidence supporting the amounts 
m d  disclosures in the financial statcments. A n  audit also includes assessing the accounting 
principles used and significant cstiinates made by management, as well as evaluating the 
ovcrall financial statement prcscnlation. We believe that our audits provide a reasoilable basis 
for OUT opinion 

In our opinion, the financial statements referred to above present fairly, in all material 
rcspects, the financial position ofthe TRS Fund at June 30,2003 and 2002, and the changes 
in its nct aaacts and its cash flows for the years then ended in confonnity with accounting 
principles generally acccpted in  the United States. 

September 19, 2003 



Telecommunications Relay Services Fund 

Statements of Financial Position 

June 30 
2003 2002 

(Dollars in rhowunds) 
.Assets 
Cash and cash equivalents S 12,587 $36,522 
Receivables from contributors. net of allowance 

Interest reccivable 2 6 
S 12,880 $36,962 Total assets 

for douhtl'ul accounts of$1,237 and $1,132 291 434 

- - 
Liabilities and net assets 
Liabilities: 

Payable to scmce providrrs 
Payable to contributors 
Accrued expenses 

Total liabilities 

Net assets-unrestricted 
Total liabilities and net assets 

$ 25,635 $ 12,474 
1 222 

40 44 .. 

25,676 12,740 

(12,796) 24,222 
S 12,880 $36,962 
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Revenues: 
Coii~ri butions 
Interest income 

Total rcvcnues 

Telecominunications Relay Services Fund 

Statements of Activities 

Year cnded June 30 
2003 2002 

Eupeiises: 
Amounts paid and due to service providers 
Llncollectible contributions 
Adrnin~strativc costs (")/e 3) 

Tot;il expcnses 

(Dollars in /hou.wnds) 

S 63,778 S 59,912 
565 815 

63,943 60,727 

100,258 49,358 
237 1,043 
466 5 04 

100,961 50,905 

Nct (decrease) increase in net assets (37,018) 9,822 
Net asse t s~~~~ves t r i c t ed ,  beginning of year 24,222 14,400 
Net assets-unrestricted. cnd of year $(12,796) $ 24,222 
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Telecommunications Relay Services Fund 

Statements of Cash Flows 

Year ended June 30 
2003 2002 

(Dollurs in ihou.runds) 
CaAh floss from opcrating srtivities: 
Cash rcceived from coiitributors 
Cash reccived for intcrest 
Cash paid to service pro\iders 
Cash paid for administrative costs 
Nct cash prwided by (uscd in)  opcrating activitics 

S 63,063 $ 58,902 
569 885 

(87,097) (46,539) 

(23,935) 12,730 
(470) (5  1 8) 

(‘ash and cash equivalcnts, beginning of year 36,522 23,792 
Cnqh arid ca5h equivalents. cnd of ycar S 12,587 $ 36,522 - - 

Itcconciliation of change in net assets to net cash 

Change in net assets $(37,018) $ 9,822 
Adjustmcnts to reconcile change in net assets to net cash 

provided by (uscd in) operating activities: 

pro\idcd by (used in) operating activities: 
Provision for uncollectible accounts 237 1,043 
Net changes in assets and liabilities: 

Increase in  receivable from contributors (94) (1,179) 
Decrease in inlerest receivable 4 70 
Incrcase in payable to sewicc providers 13,161 2,819 
Decrease (increase) in  payable to contributors (221) I69 

S(23,935) $ 12,730 
Decrcase in accounts payable and accrued expenses (4) (14) 

Net cash providcd by (used in) operating activities - 
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Telecommunications Relay Services Fund 

Notes to Financial Statements 

June 30,2003 and 2002 

1. Organization and Operations 

Organization 

‘Hie Tclccoinm~iiiications Relay Service Fund (the “TRS Fund”) is a not-for-profit fund 
cslablished by the Fcdcral Conmmunications Coinmission (the “FCC”) i n  1993, in accordance 
\vith Title IV of the .Americans With Disabilities Act, which required nationwide 
Tclccoiimmtinications Relay Services (“’IRS”) Traditional TRS services allow people with 
hearing and/or specch disabilitics who usc icxt telephones to talk with people who use 
standard telephones. In a March 2000 Report and Order, the FCC added Speech to Speech 
(“S’TS”) to the list of required TRS services. STS involves the use of specially trained 
Cninmunicutions Assistants \\ ho understand the spccch patterns of persons with speech 
disabilities In the same March 2000 Order, the FCC encouraged the offering of Video Relay 
Service (“VRS”) to make it easy for a sign language user to make a TRS call. VRS allows a 
pcrson tising sign language to communicate visually h i th  an interpreter at the VRS center 
instead of using a text telephone to converse with a Communications Assistant. In April 
2002, the FCC authorized reiniburscment of lntcriiet Protocol (“IP”) Relay Services. IP relay 
wers access the service via the Internet. 

The FCC named the National Exchange Carrier Association, Inc. (“NECA” or “the 
Company”) its administrator of the TRS Fund. NECA has been appointed to serve as 
administrator through July 25, 2003 (Memorandum Opinion and Order, CC Docket NO. 90- 
571 rclcrtwd July I ,  1999) On July 1 1, 2003, NECA’s term was cxtended by the FCC on a 
niontli-to-iimoiith basis until terminated in  wnting by them. 

Operations 

‘I’RS funds are collected from all common camers providing interstate services and 
dihtributed nionthly to qualificd rclay service providers (“service providers”). Tlie annual 
contribution factor IS dewloped by NECA and approved by the FCC based upon estimales of 
tlic revenue ieqtiirernents lieccssary lo provide scrvices in the upcoming 12-month period. 
The factor i s  dclennined by taAing into consideration the projected funding requirements of 
prn~.iding iiitei,iate ‘I‘RS and STS, intrastate and interstate VRS and IP Relay Services, an 
uncollectible allowince of l0?4 and any hind surpltis/shortfall which is canied over from the 
prior year. 
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Telecommunications Relay Services Fund 

Notes to Financial Statements (continued) 

1. Organhatinn and Operations (continucd) 

Tlic coinnion carriers’ annual contribution factor, approved by the FCC, was .00080 and 
00073 per each dollar of interatatc rcvciiue reported by the common caniers for the years 
cnded .lune 30, 2003 and 2002, rcupcclively. For the year ending June 30, 2004, the 
contribution factor lias been increaed to ,00149 per each dollar of interstate revcnue. The 
common carriers’ contributions are slicnbn on the statements of activities a s  “contributions” 
as prescribcd by the FCC 111 Part 64 of Title 47 of the Code of Federal Regulations. 

The FCC nilcs pemiit coiniiion canicrs to file their monthly rcniittances disclosing their 
rc\’enues on a cash basis The “rccci\;ibles from contributors” on the statements of financial 
position, as well as the “contributions” on the stateinents of activities reflect the contributions 
based on rcvcnucs that are reported by the common caniers on a cash basis. 

I’ayiients to service providers for ‘IRS. STS, VRS and 1P Relay Services are based on 
convcrsation minutes, as zubmittcd by the service providers, multiplied by a rate per minute 
as calculated by NECA and approved by the FCC The rate per minute is an average rate 
;miong all \ensice providers and is c;ilculated based on the ~otal estimated costs to provide 
each service divided by the total expcctcd conversation minutes to be provided. 

fhc follo\\iiiy table illustrates the rates in effect dunng the reporting period and for the 
subsequent year. 

1P Relay 
TRS STS VRS Services 

711 103 - 6130/04 $ I  368 $2445 $ 7.751 $1.368 
7/1/02 - 6/30/03 1528 4045 17044 1.528 
8/1/01 - 6/30/02 139s  2.469 9.614 1.395 ’ 
7/1/01 -7/31/01 1.309 2 620 7.449 - 
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Telecoiiimunications Relay Services Fund 

Notes to Financial Statements (continued) 

(DoI1~ir.y in Ihoirtunds, excepi where noleq 

1. Organization and Operations (continued) 

During the past few years, the giowlh oftraditional TRS service had slowed. Actual minutes 
rcporled and rcinibursed wcre less than projected and a sizeable balance accumulated each 
hear. miis balance was uscd to rcduce the funding requirement in the following period. In 
2002. two new relay services, VRS and IP, were offered All VRS and IP minutes are 
rcinibursed from the intcrstate TRS fund. The introduction and growth of these national 
xr\'ices outdistanced the projections and caused a negative fund balance at June 30, 2003. 
Maiiagcrncnt believes they have rcflected suficicnt margin in  the calculation of the 
contribution fdctor for thc ycar cnding June 30, 2004, to address the net assets shortfall. 

2. Summary of Significant Accounting Policies 

Basis of Prescntation 

These financial statements are prepared i n  accordance with accounting principles generally 
acccpted in the llnited States. 

USC of Estimates 

'lhe prcpnralion of financial statements in conformity with accounting principles generally 
accepted in the United S[ates requires inanagement to make estimates and assumptions that 
;iITect the amounts reporled in the financial statements and accompanying notes. Actual 
i c s ~ i l t s  m u l d  differ from those estimates. 

Cash and Cash Equivalents 

Cash and cash cqui\alents cons is^ of c x h  and highly liquid inslruments with an ori&inal 
maiurity \\lien purchased of three inonths or less. 

7 



Telecommunications Relay Services Fund 

Notes t o  Financial Statements (continued) 

2. Summary of Significant Accounting Policies (continued) 

A l l o ~ a n c r  for  Doubtful Accounts 

iIllo\mm for doubtful accouiits miounted to $1,237 and $1,132 at June 30, 2003 and 2002, 
rcspcc11dy, to provide for anlicipated uncollectible amounts from certain carriers. 
Lincollcc~ible contributions of $132 and $264, wcre winen off during the years ended 
.lune 30, 2003 and 2002, respectively. 

Retroactive Billing Adjustmrnts 

Contributors to TRS are pcmiitted to revise their revenue data, which may result in 
adjtistnients to amounts previously billed. The Company has recorded these adjustments in 
ciirreiit period billings rather than reflecting these adjustments in the period in which they 
pcmin. Management docs not hclicve that the impact of thcse adjustments is material to the 
financial statements 

Reclassifications 

Certain a~nounts in prior year’s financial statements linve been reclassified to conform to the 
current ycar’s presentation 

3. Administrative Costs 

Administrutive costs conbist ofthe following 

Direct labor costs 
Nt.CA allocatcd coiiinic)n costs 
Miscellaneous 
Consult,ults 
Data collcction agent 
Travel 
Tmal adniini5tr;itive costs 

Year ended June 30 
2003 2002 

$145 $162 
169 137 
69 66 
13 61 
62 70 
8 8 

S 466 $504 -~ 
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Telecommunications Relay Services Fund 

Notes to Financial Statements (continued) 

3. Adniinistrative Costs (continued) 

Nk.CA administrative costs charged to the 1-RS Fund are allocated in accordance with 
NtCA’s Cost Accounting a i d  Procedures Manual (“CAM) filed with and approved by the 
FCC NECA annually submits a Statement of Cost Allocation System Compliance to the 
FC‘C Ibr which a schedule of costs incurred by category (including the TRS Fund) is 
attached NECA has independent auditors review their cost allocation procedures to ensure 
such proccdurcs are in  cnmpliance with the CAM The latest audit rcport issued was dated 
March 3 1,1003 and covers the )ear ended December 3 1,2002. 

Costs for NECA persomiel specifically assigncd to the ‘TRS Fund such as salaries, benefits 
and travel are directly charged to the TKS Fund Common costs are accumulated in defined 
~ o s t  pools and allocated on a monthly basis to the TRS Fund using activity based cost drivers 
as funher described in NECA’s CAM. These costs include legal, auditing, finance, 
infomirltion systems, facilities, and gencral overheads. 

Coiisuliants expenses for the year ended June 30, 2002 include fees incurred of $56 
llssociatcd \\it11 a1 cxtemal investigaion of one TRS service provider (see Note 5). 

Beginning on J~aniiary 1. 2000. NECA, under contract with the Universal Service 
Adiiiinistrative Company, has acted as tlie Data Collection Agent (“DCA”) for the TRS Fund 
and other FCC cstablished programs. As the DCA, NECA collects revenue information &om 
in~rrs tate teleconiinuiiications sen ice providers on FCC Form 499-A and allocates the cost 
associated \vith the collection process to the various programs. During fiscal 2003 and 2002 
I‘RS \\as allocated 8% oftotal DCA expenses. 

4. Taxes 

‘fhe 7-RS fund \vas establislied in :iccordance \cith the Amcricans with Disabilities Act 
cl~tected b) the FCC and rhcrL,fi)rc not subject to Federal or state income, sales, use, gross 
rcccipts o r  other [axes. As such. no provision for such taxes has been reflected in the 
accotnpanyng financial statenicnts. 
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Telecommunications Relay Services Fund 

Notes to Financial Statements (continued) 

5. Contingencies 

Included in payable to sercice providers are mounts  claimed by Publix Network Corp. 
("Publix") pcnding settlenicnt of litigation between Publix and the Department of Justice 
.\mounts claiined at June 30, 2003 are $2,381. These monies will continue to be withheld 
until the pcnding litigation i s  resolved. 
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